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GREG OGDEN, CPA

1761 EAST 850 SOUTH |
SPRINGVILLE, UT 84663
(801)489-8408

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

September 12, 2006

Honorable Mayor
Members of the Town Council
Hinckley Town, Utah

Council Members:

I have audited the accompanying financial statements of the governmental activities, the business-
type activities and each major fund, of Hinckley Town, Utah (Town) as of and for the year ended June
30, 2006, which collectively comprise the basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Town’s management. My responsibility is
to express opinions on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that |
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. | believe that my audit provides a reasonable basis for my
opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, and each
major fund of the Town as of June 30, 2006, and the respective changes in financial position and cash
flows, where applicable, thereof and the budgetary comparison for the general fund for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

in accordance with Government Auditing Standards, | have also issued a report dated September 12,
2006 on my consideration of Hinckiey Town, Utah's internal control over financial reporting and on
my tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of my testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should
be read in conjunction with this report in considering the results of my audit.

1

THE CPA. NEVER UNDERESTIMATE THE VALUE.®



Management’s discussion and analysis is not a required part of the basic financial statements, but
is supplementary information required by the accounting principles generally accepted in the United
State of America. | have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the required
supplementary information. However, | did not audit the information and express no opinion on it.

oy O CFR

Certified Public Accountant
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of Hinckley Town, we offer readers of Hinckley Town’s financial
statements this narrative overview and analysis of the financial activities of Hinckley
Town for the fiscal year ended June 30, 2006. We encourage readers to consider the
information presented here in conjunction with the financial statements which follow this
section.

FINANCIAL HIGHLIGHTS

e The total net assets of Hinckley Town decreased by $16,523, to $1,894,008. The
governmental net assets decreased by $9,226 and the business-type net assets
decreased by $7,297.

o The total net assets of $1,894,008 are made up of $1,481,997 in capital assets net
of related debt and $412,011 in other net assets.

e The General Fund (the primary operating fund) had an decrease in its fund
balance of $24,110.

REPORTING THE TOWN AS A WHOLE

This discussion and analysis is intended to serve as an introduction to Hinckley Town’s
basic financial statements. Hinckley Town’s basic financial statements comprise three
components: 1) government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. This report also includes other supplementary
information in addition to the basic financial statements.

The government-wide financial statements are designed to provide readers with a broad
overview of Hinckley Town’s finances, in a manner similar to a private-sector business.

* The statement of net assets presents information on all of Hinckley Town’s
assets and liabilities, with the difference between the two reported as net assets.
Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financial position of Hinckley Town is improving or

deteriorating. However, you will also need to consider other nonfinancial factors.

* The statement of activities presents information showing how the Town’s net
assets changed during the fiscal year reported. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus all of the current year’s
revenues and expenses are taken into account regardless of when cash is received
or paid. Both of the government-wide financial statements distinguish functions
of Hinckley Town that are principally supported by taxes and intergovernmental
revenues (governmental activities) from other functions that are intended to
recover all or a significant portion of their costs through user fees and charges
(business-type activities). The government-wide financial statements can be
found on pages of this report.




REPORTING THE TOWN’S MOST SIGNIFICANT FUNDS

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. Hinckley Town also uses
fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the Town can be divided into two categories:
governmental funds and proprietary funds.

« Governmental funds - These funds are used to account for the same functions
reported as governmental activities in the government-wide financial statements.
These fund statements focus on how money flows into and out of these funds and
the balances left at year-end that are available for spending. These funds are
reported using an accounting method called modified accrual accounting, which
measures cash and other financial assets that can be readily converted to cash. The
governmental fund statements provide a detailed short-term view of the Town’s
general government operations and the basic services it provides. Governmental
fund information helps users determine whether there are more or fewer financial
resources that can be spent in the near future to finance the Town’s programs. We
describe the relationship (or differences) between governmental activities
(reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds in a reconciliation included with the fund financial

statements.

The only major governmental fund (as determined by generally accepted
accounting principles) is the General Fund.

« Proprietary funds - Hinckley Town maintains one type of proprietary

fund, enterprise funds. Enterprise funds are used to report the same functions
presented as business-type activities in the government-wide financial statements.
Hinckley Town uses enterprise funds to account for its Water, Sewer, and Solid
Waste Utilities. As determined by generally accepted accounting principles, the
Water and Sewer enterprise funds meet the criteria for major fund classification.
The other enterprise funds are classified as non-major and are included in the
combining statements within this report.




GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of Hinckley Town, assets exceed liabilities by
$1,894,008.

By far the largest portion of Hinckley Town’s net assets (78.3%) reflects its investment in
capital assets (e.g., land, buildings, infrastructure assets, and machinery and equipment),
less any related debt used to acquire those assets that is still outstanding. The Town uses
these capital assets to provide services to citizens; consequently, these assets are not
available for future spending. Although the Town’s investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used
to liquidate these liabilities.

STATEMENT OF NET ASSETS
Governmental Business-type
Activities Activities
2005-2006 2004-2005 2005-2006 2004-2005

Current and Other
Assets $ 175,001 $ 152,268 $ 224319 § 264,464
Capital Assets 548,743 570,986 977,757 949,394

Total Assets 723,744 723,254 1,202,076 1,213,858
Current Liabilities 19,770 11,172 9,898 14,383
Noncurrent
Liabilities 2,144 1,026 - -

Total Liabilities 21,914 12,198 9,898 14,383
Net Assets

Invested in 504,240 489,586 977,757 949,394
Capital Assets

Net of
Related Debt
Restricted 56,235 56,235 - -
Unrestricted 141,355 165,235 214,421 250,081

Total Net

Assets $ 701,830 $§ 711,056 $ 1,192,178 $ 1,199,475
5



CHANGES IN NET ASSETS

Revenues
Program Revenues:

Charges for Services
Operating Grants and
Contributions
Capital Grants and
Contributions
General Revenues:
Property Taxes
Sales and Use Taxes
Vehicle Taxes
Franchise Taxes
Other Taxes
Other Revenues

Total Revenues

Expenses
General Government
Solid Waste
Public Safety
Streets
Parks and Recreation
Water
Sewer

Total Expenses

Change in Net Assets
Net Assets

Net Assets Ending

Governmental Business-type
Activities Activities

2005-2006 2004-2005 2005-2006 2004-2005
$ 58,073 § 48,757 $ 123975 $ 118,679
19,348 16,495 - -
39,746 44,929 - -
11,399 10,902 - -
60,012 55,915 - -
4,308 3,848 - -
26,281 18,604 - -
1,530 1,470 - -
9,688 16,977 6,479 4,468
230,385 217,897 130,454 123,147
95,610 75,231 - -
32,955 26,404 - -
29,913 23,341 - -
53,490 63,097 - -
27,643 22,289 - -
- - 87,156 72,382
- - 50,595 61,803
239,611 210,362 137,751 134,185
(9,226) 7,535 (7,297) (11,038)
711,056 703,521 1,199,475 1,210,513
$ 701,830 $ 711,056 $ 1,192,178 § 1,199,475




The following graphs display the government-wide activities for governmental activities
reflected in the above tables. Program Revenues included in the first graph are fees
charged for specific services performed by the various governmental functions. General
revenues such as property taxes, sales and use taxes, etc. are not included.
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The following graph displays the business-type activities for fiscal year 2006. Program
revenues are fees charged for water and sewer services.

Expenses and Program Revenues -
Business-type Activities

M Expenses
H Revenues

Water Sewer

FINANCIAL ANALYSIS OF GOVERNMENT’S FUNDS

The focus of the Town’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the Town’s financing requirements. As of the June 30, 2006, the Town’s
governmental fund (General) reported fund equity of $187,583. This represents a
decrease of $24,110 over last year’s ending balances. The General Fund is the chief
operating fund of the Town. All activities which are not required to be accounted for in
separate funds, either by state or local ordinance or by a desire to maintain a matching of
revenues and expenses, are accounted for in this fund.

As stated earlier, the Town maintains two enterprise funds to account for the business-
type activities of the Town. The separate fund statements included in this report provide
the same information for business-type activities as is provided in the government-wide
financial statements. However, the difference is that the fund statements provide much
more detail.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the fiscal year, the General Fund original budget expenditure total was $300,531
which was an increase of $37,620 from last year’s budgeted expenditures. This increase
was due to an increase of planned Road Projects in the amount of $6,220 along with an
increase in the parks department for the purchase of a new lawn mower in the amount of
$12,000. The remaining increase was due to an increase in administration costs such as



the price of fuel, power, repairs, etc. The final budget for the General Fund was amended
in June 2006 and increased by $30,000 to accommodate these costs as well as an increase
in solid waste fees being charged.
CAPITAL ASSET AND DEBT ADMINISTRATION
Capital assets - Hinckley Town’s investment in capital assets for its governmental and
business-type activities as of June 30, 2006, amounts to $1,481,997 (net of accumulated
depreciation). This investment in capital assets includes land, buildings and systems,
improvements, infrastructure (streets, sidewalks, curb and gutter, bridges, etc.), and
machinery and equipment.
Major capital asset events during the current fiscal year included the following:

e Maintenance and rebuilding of existing streets with the town, $60,673

o The Purchase of new Equipment $21,660

¢ Expansion of Town Council Room $6,000

HINCKLEY TOWN’S CAPITAL ASSETS (Net of Depreciation)

Governmental Business-type
Activities Activities

2005-2006  2004-2005 2005-2006  2004-2005

Capital Assets Not
Being Depreciated
Land $ 174,000 $ 174,000 $ 206,000 $ 206,000

Capital Assets Being

Depreciated
Buildings and

Structures 63,796 57,796 - -
Improvements &

Infrastructure 823,743 763,069 1,925,591 1,854,258
Machinery &

Equipment 299,793 287,792 51,333 46,438

Total 1,361,332 1,282,657 2,182,924 2,106,696

Less Accumulated
Depreciation (857,092) (793,071) (1,205,167) (1,157,302)

Total Capital Assets $ 504,240 § 489,586 $§ 977,757 $ 949,394

Additional information on the Town’s capital assets can be found in the footnotes to this
financial report. '



ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

« The unemployment rate for Millard County (of which Hinckley Town is a part) was
3.0% compared with a state unemployment rate of 3.4% and a national rate of 4.8%.

« The General Fund budget for the fiscal year-ending June 30, 2007 reflects an increase
of 67.66% over the final budget for the fiscal year-ended June 30, 2006. The largest part
of this increase is due to the receipt of a CIB loan in the amount of $975,000 to be used
for water system upgrades including an EPA required arsenic removal filtration system as
well as Operational and Maintenance cost increases.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of Hinckley Town’s
finances for all those with an interest in the Town’s finances. Questions concerning any
information provided in this report or requests for additional financial information should
be addressed to:

Denise Johnson Michael Palmer

Clerk/Recorder Treasurer

161 E 300 N -OR- 161 E300 N

PO BOX 138 ‘ PO BOX 138

Hinckley, UT 84635 Hinckley, UT 84635
10
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TOWN OF HINCKLEY, UTAH

STATEMENT OF NET ASSETS
JUNE 30, 2006

ASSETS

CURRENT ASSETS

Cash and Cash Equivalents
Accounts Receivable
Water Shares

TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Restricted Assets

Cash and Cash Equivalents
Capital Assets

Non Depreciable

Depreciable Assets (net of Depreciation)

TOTAL NONCURRENT ASSETS
TOTAL ASSETS

LIABILITIES
CURRENT LIABILITIES
Accounts Payable

TOTAL CURRENT LIABILITIES

NONCURRENT LIABILITIES
Due Within One Year
Due in more than One Year

TOTAL NONCURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS
Investment in Capital Assets,
Net of Related Debt
Restricted for
Capital Projects
Unrestricted

TOTAL NET ASSETS

Governmental Business-type
Activities Activities Totals
147,017 $ 206,733 § 353,750
27,859 17,586 45,445
125 - 125
175,001 224,319 399,320
44,503 - 44,503
174,000 206,000 380,000
330,240 771,757 1,101,997
548,743 977,757 1,526,500
723,744 1,202,076 1,925,820
19,770 9,898 29,668
19,770 9,398 29,668
1,538 - 1,538
606 - 606
2,144 - 2,144
21,914 9,898 31,812
504,240 977,757 1,481,997
56,235 - 56,235
141,355 214,421 355,776
701,830 $ 1,192178 $ 1,894,008

See the accompanying notes to the financial statements
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TOWN OF HINCKLEY, UTAH

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2006

FUNCTIONS/PROGRAMS
Governmental Activities
General Government
Solid Waste
Public Safety
Streets
Parks and Recreation

Total Governmental Activities

Business-type Activities
Water
Sewer

Total Business-type Activities

TOTAL PRIMARY GOVERNMENT

Program Revenues

Operating Capital

Charges for Grants and Grants and
Expenses Services . Contributions Contributions
$ 95,610 $ 7,867 $ - $ -
32,955 34,272 - -
29,913 1,972 19,348 -
53,490 - - 39,746
27,643 13,962 - -
239,611 58,073 19,348 39,746
87,156 78,340 - -
50,595 45,635 - -
137,751 123,975 - -

$ 377,362 $ 182,048 § 19,348 § 39,746

See the accompanying notes to the financial statements
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General Revenues
Property Taxes
Vehicle Taxes
Sales Taxes
Franchise Taxes
Other Taxes
Unrestricted Investment Earnings
Miscellaneous

Total General Revenues and Transfers

Change in Net Assets
Net Assets - Beginning

Net Assets - Ending




Net (Expense) Revenue and Changes in Net Assets

Primary Government

Governmental Business-type
Activities Activities Total
$ (87,743) - (87,743)
1,317 - 1,317
(8,593) - (8,593)
- (13,744) - (13,744)
(13,681) - (13,681)
(122,444) - (122,444)
- (8,816) (8,816)
- (4,960) (4,960)
- (13,776) (13,776)
(122,444) (13,776) (136,220)
11,399 - 11,399
4,308 - 4,308
60,012 - 60,012
26,281 - 26,281
1,530 - 1,530
7,527 6,479 14,006
2,161 - 2,161
113,218 6,479 119,697
(9,226) (7,297) (16,523)
711,056 1,199,475 1,910,531
$ 701,830 $ 1,192,178 $ 1,894,008
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TOWN OF HINCKLEY, UTAH

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2006

.ASSETS

CURRENT ASSETS

Cash and Cash Equivalents
Restricted Cash

Accounts Receivable
Taxes Receivable

Class C Road Receivable
Water Shares

TOTAL CURRENT ASSETS

TOTAL ASSETS

LIABILITIES AND FUND EQUITY
LIABILITIES

Accounts Payable
Compensated Absences
Deferred Revenue

TOTAL LIABILITIES

FUND BALANCE
Designated

Youth City Council
Special Fire District
Reserved

Class C Roads
Unreserved

TOTAL FUND EQUITY

TOTAL LIABILITIES
AND FUND EQUITY

Governmental-type

Activities

General

$

147,017
44,503
3,735
15,096
9,028
125

219,504

$

219,504

19,770
1,538
10,613

31,921

3,175
5,927

34,387
144,094

187,583

$

219,504

See the accompanying notes to the financial statements
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TOWN OF HINCKLEY, UTAH

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET ASSETS
JUNE 30, 2006

TOTAL GOVERNMENTAL FUNDS BALANCES

Amounts reported for governmental activities in the statement of net
assets are different because

Capital assets used in governmental activities are not current financial
resources and, therefore, are not reported in the funds

Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds

Long-term liabilities are not due and payable in the current period and,
therefore, are not reported in the funds

TOTAL NET ASSETS OF GOVERNMENTAL ACTIVITIES

See the accompanying notes to the financial statements
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$ 187,583
504,240

10,613
(606)

$ 701,830



TOWN OF HINCKLEY, UTAH
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

Governmental-type

Activities
General

REVENUES
Taxes $ 102,830
Licenses and Permits 7,398
Intergovernmental 59,094
Charges for Services 50,675
interest 7,527
Miscellaneous 2,161

TOTAL REVENUES 229,685
EXPENDITURES ,
General Government 94,444
Solid Waste 32,955
Public Safety 20,117
Streets 62,832
Parks and Recreation 43,447

TOTAL EXPENDITURES 253,795
EXCESS OF REVENUES OVER
EXPENDITURES (24,110)
BEGINNING FUND BALANCE 211,693
ENDING FUND BALANCE $ 187,583

See the accompanying notes to the financial statements
16




TOWN OF HINCKLEY, UTAH
RECONCILIATION OF THE GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2006

EXCESS (DEFICIT) OF REVENUES AND OTHER FINANCING SOURCES
OVER EXPENDITURES AND USES - TOTAL GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the statement of activites
are different because

Property taxes will not be collected for several months after the City's
fiscal year end. They are not considered to be available revenues in
the governmental funds. Deferred property tax revenues increased
by this amount this year.

Governmental funds report capital outlays as expenditures. In the
statement of activities the cost of those assets is allocated over their
estimated useful lifes as depreciation expense. This is the amount
by which capital outlays exceeded depreciation in the current period.

Some revenues and expenses reported in the statement of activities do

not add to or required the use of current financial resources and, therefore,
are not reported as revenues or expenditures in the governmental funds.

CHANGE IN NET ASSETS OF GOVERNMENTAL FUNDS

See the accompanying notes to the financial statements
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$  (24,110)

700

14,654

(470)
$ (9,226)



TOWN OF HINCKLEY, UTAH
BUDGETARY COMPARISON SCHEDULE

GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2006

Budgeted Amounts Variance
Actual with Final
Original Final Amounts Budget
REVENUES ‘
Taxes $ 77,740 $ 77,740 $ 102,830 $ 25,090
Licenses and Permits ‘ 4,100 4,100 7,398 3,298
Intergovernmental 61,450 61,450 59,094 (2,356)
Charges for Services 50,590 50,590 50,675 85
Interest 2,200 2,200 7,527 5,327
Miscellaneous 1,000 1,000 2,161 1,161
TOTAL REVENUES 197,080 197,080 229,685 32,605
EXPENDITURES
General Government 91,226 111,426 94,444 16,982
Solid Waste 28,320 33,320 32,955 365
Public Safety 27,400 27,400 20,117 7,283
Streets 111,085 111,085 62,832 48,253
Parks and Recreation 42,500 47,300 43,447 3,853
TOTAL EXPENDITURES 300,531 330,531 | 253,795 76,736

EXCESS (DEFICIT) OF REVENUES

OVER EXPENDITURES (103,451) (133,451) (24,110) 109,341
FUND BALANCE ALLOCATION 103,451 133,451 211,693 78,242
EXCESS OF RESOURCES OVER

CHARGES TO APPROPRIATIONS $ - 3 - $ 187,583 $ 187,583

See the accompanying notes to the financial statements
18




TOWN OF HINCKLEY, UTAH

STATEMENT OF NET ASSETS

PROPRIETARY FUNDS
JUNE 30, 2006

ASSETS

CURRENT ASSETS

Cash and Cash Equivalents
Accounts Receivable

TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Capital Assets
Land
Improvements
Machinery and Equipment
Less Accumulated Depreciation

TOTAL NONCURRENT ASSETS
TOTAL ASSETS

LIABILITIES
CURRENT LIABILITIES
Accounts Payable

TOTAL CURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS

Investment in Capital Assets,
Net of Related Debt
Unrestricted

TOTAL NET ASSETS

Business-type Activities - Enterprise Funds

Total
Enterprise
Water Sewer Funds

$ 170,957 $ 35,776 $§ 206,733

12,378 5,208 17,586
183,335 40,984 224,319
206,000 - 206,000

1,023,152 902,439 1,925,591

34,126 17,207 51,333

(669,149) (536,018) (1,205,167)

594,129 383,628 977,757
777,464 424,612 1,202,076
4,677 5,221 9,898
4,677 5,221 9,898
4,677 5,221 9,898
594,129 383,628 977,757
178,658 35,763 214,421

$ 772,787 $ 419,391 $§ 1,192,178

See the accompanying notes to the financial statements
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TOWN OF HINCKLEY, UTAH
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

Business-type Activities - Enterprise Funds

Total
Enterprise
Water Sewer Funds
OPERATING REVENUES
Charges for Services $ 75140 $ 43,635 $ 118,775
Connection Fees 3,000 2,000 5,000
Miscellaneous 200 - 200
TOTAL OPERATING REVENUES 78,340 45,635 123,975
OPERATING EXPENSES
Payroll and Benefits 16,531 13,964 30,495
Operation and Maintenance 46,143 13,247 59,390
Depreciation 24,482 23,384 47,866
TOTAL OPERATING EXPENSES 87,156 50,595 137,751
OPERATING INCOME (LOSS) (8,816) (4,960) (13,776)
NON-OPERATING REVENUES
Interest Income 4,177 2,302 6,479
TOTAL NON-OPERATING REVENUES 4177 2,302 6,479
CHANGE IN NET ASSETS (4,639) (2,658) (7,297)
TOTAL NET ASSETS AT BEGINNING OF YEAR 777,426 422,049 1,199,475
TOTAL NET ASSETS AT END OF YEAR $ 772,787 $ 419,391 § 1,192,178

See the accompanying notes to the financial statements
20




TOWN OF HINCKLEY, UTAH
STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers

Payments to Suppliers

Payments to Employees

NET CASH FLOWS FROM OPERATING
ACTIVITIES

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Acquistion of Capital Assets

NET CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Income

NET CASH FLOWS FROM INVESTING
ACTIVITIES

NET CHANGE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT
END OF YEAR

Business-type Activities - Enterprise Funds

Total
Enterprise
Water Sewer Funds

$ 76,892 $ 45623 $ 122,515
(51,006) (12,869) (63,875)
(16,531) (13,964) (30,495)

9,355 18,790 28,145
(46,859) (29,370) (76,229)
(46,859) (29,370) (76,229)
4,177 2,302 6,479

4177 2,302 6,479
(33,327) (8,278) (41,605)
204,284 44,054 248,338

$ 170,957 $ 35,776 $ 206,733

See the accompanying notes to the financial statements
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TOWN OF HINCKLEY, UTAH
STATEMENT OF CASH FLOWS (CONTINUED)

PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

Business-type Activities - Enterprise Funds

Total
Enterprise

Water Sewer Funds
RECONCILIATION OF OPERATING
INCOME TO NET CASH FLOWS FROM
OPERATING ACTIVITIES
Operating Income (Loss) $ (8,816) $ (4,960) $ (13,776)
Adjustments :
Depreciation 24,482 23,384 47,866
Changes in Assets and Liabilities
Accounts Receivable (1,448) (12) (1,460)
Accounts Payable (4,863) 378 (4,485)
NET CASH FLOWS FROM OPERATING ‘
ACTIVITIES $ 9,355 §$ 18,790 $ 28,145

See the accbmpanying notes to the financial statements
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HINCKLEY TOWN, UTAH
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements ofthe Town of Hinckley, Utah (Town) have been prepared in conformity
with generally accepted accounting principles (GAAP) as applied to governmental agencies. The
Governmental Accounting Standards Board (GASB) is the accepted standard setting body for
establishing governmental accounting and financial reporting principles. The followingis asummary
of the more significant of the Town’s accounting policies.

Financial Reporting Entity

The Town of Hinckley is incorporated under the laws of the State of Utah. The Town is a municipal
corporation governed by an elected four-member Council and Mayor. The Town provides municipal
services under the following organizational structure:

General Government: Mayor and Town Council, Treasurer and Clerk

Public Safety: Police (under contract with Millard County), Fire and Animal Control

Public Works: Streets, Parks, Water, Sewer and Solid Waste

Recreation

Government-wide and Fund Financial Statements

The government-wide financial statements (statement of net assets and statement of activities) report
information on all of the non-fiduciary activities of the primary government and its component units.
For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities, which normally are supported by taxes and inter-governmental revenues,
are reported separately from business-type activities, which rely to a significant extent on fees and
charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function or activity. Program revenues include 1) charges to customers who directly
benefit from goods or services provided by a given function or activity and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function or activity. Taxes and other items not properly included among program revenues are
reported as general revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.
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NOTE 1 - (CONTINUED)

Financial resources used to acquire capital assets are capitalized as assets in the government-wide
financial statements, rather than reported as expenditures. Proceeds of long-term debt are recorded
as a liability in the government-wide financial statements, rather than as an other financing source.
Amounts paid to reduce long-term debt of the Town are reported as a reduction of the related liability,
rather than as an expenditure in the government-wide financial statements.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter (within sixty days) to pay liabilities of
the current period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt-service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

Sales taxes, use taxes, franchise taxes, and earned but unreimbursed state and federal grants
associated with the current fiscal period are all considered to be susceptible to accrual and so have
been recognized as revenues of the current fiscal period. Property taxes are measurable as of the
date levied (assessed) and are recognized as revenues when they become available. Available means
when due, or past due, and received within the current period or collected soon enough thereafter to
be used to pay liabilities of the current period. All other revenues are considered to be measurable
and available only when the Town receives cash.

The Town reports the following major governmental fund:

The general fund is the government’s primary operating fund. It accounts for all financial
resources of the general government, except for those required to be accounted for in
another fund. ‘

The Town reports the following major proprietary funds:

The water fund accounts for the activities of the Town’s water production, treatment and
distribution operations.

The sewer fund accounts for the activities of the Town’s sewer treatment operations.

Activities of these two funds include administration, operations and maintenance of the water
and sewer systems, and billing and collection. All costs are financed through charges to
utility customers with rates reviewed regularly and adjusted, if necessary, to ensure the
integrity of the funds.

The Town applies all GASB pronouncements as well as the Financial Accounting Standards Board
pronouncements issued on or before November 30, 1989, unless those pronouncements conflict with
or contradict GASB pronouncements.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing operations. The principal operating
revenues of all enterprise funds are charges to customers for sales and services. Operating expenses
for enterprise funds include the cost of sales and services, administrative expenses, and depreciation
on capital assets. All revenues and expenses not meeting this definition are reported as non-

operating revenues and expenses.
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NOTE 1 - (CONTINUED)

Assets, Liabilities and Fund Equity

A. Cash and cash equivalents

Cash includes cash on hand, demand deposits with banks and other financial institutions,
and deposits in other types of accounts or cash management pools that have the general
characteristics of demand deposit accounts. Town policy allows for the investment of
funds in time certificates of deposit with federally insured depositories, investment in the
Utah Public Treasurer’s Investment Fund (Fund) and other investments allowed by the
State of Utah’s Money Management Act. Investments are reported at fair value. The Fund
operates in accordance with state laws and regulations. The reported value of the Town’s
cash in the Fund is the same as the fair value of the Fund shares.

Cash equivalents are defined as short-term highly liquid investments that are both readily
convertible to known amounts of cash and so near maturity that they present insignificant
risk of changes in value because of changes in interest rates. Investments with maturities
of three months or less, when purchased, meet this definition.

B. Restricted assets

Cash which is restricted to a particular use due to statutory, budgetary or bonding
requirements is classified as “restricted cash” on the statement of net assets and on the
balance sheets. Restricted cash would be spent first and then unrestricted resources
would be used when the restricted funds are depleted.

C. Capital assets

Capital assets, which include land, buildings, improvements, equipment, and infrastructure
assets (e.g., roads, bridges, sidewalks, and similar items) are reported in the applicable
governmental or business-type activities columns in the government-wide financial
statements and in the proprietary fund financial statements. Capital assets are defined by
the government as assets with an initial, individual cost of more than $5,000 and an
estimated useful life in excess of one year. Such assets are recorded at historical cost, if
purchased, and at fair market value at the date of the gift, if donated.

Major additions are capitalized, while maintenance and repairs which do not improve or
extend the life of the respective assets are charged to expense.

Capital asset depreciation is recognized using the straight-line method over the estimated
useful lives as follows:

Classification Range of Lives
Buildings and Structures 20-50 years
Improvements and Infrastructure 10-40 years
Machinery and Equipment 5-30 years

D. Compensated absences

Accumulated unpaid vacation is accrued as incurred based on the years of service for each
employee. Vacation is accumulated on a monthly basis and is fully vested when earned.
Proprietary funds expense all accrued vacation amounts when incurred. Governmental
funds report an expenditure as the vacation is paid. The accumulated sick leave is earned
at a rate of 2-4 hours per month. Sick pay amounts are charged to expenditures when
incurred. Employees may accumulate up to 90 days of sick leave. Employees are not paid
for accumulated unused sick leave at retirement.
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NOTE 1 - (CONTINUED)

E. Fund equity

In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside
parties for use for a specific purpose. '

Designations of unreserved fund balances are not required by law or accounting
principles, but are further classifications of fund equity to identify funds which are
earmarked by the Town’s management for specific purposes. These represent tentative
management plans that are subject to change.

F. Net assets

Net assets represents the difference between assets and liabilities. Net assets invested in
capital assets, net of related debt, consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balances of any borrowing used for the
acquisition, construction or improvements of those assets, and adding back unspent
proceeds. Net assets are reported as restricted when there are limitations imposed on
their use either through the enabling legislation adopted by the Town or through external
restrictions imposed by creditors, grantors or laws or regulations of other governments.

Inter-Fund Transactions

During the course of normal operations, the Town has transactions between funds to subsidize
operations in certain funds, to allocate administrative costs, to construct assets, to distribute grant
proceeds, etc.. Thesetransactions are generally reflected as operating transfers, which are transfers
from a fund authorized to receive certain revenues to the fund through which the resources are to be

expended.
Deferred Revenue

Property taxes due November 30, 2006 and unpaid from 2005 are shown as deferred revenue.

Estimates and Assumptions

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amount of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues, expenditures and expenses during the reporting period.
Actual results could differ from those estimates.

NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS '

Explanation of certain_differences between the Governmental Fund Balance Sheet and the
Government-Wide Statement of Net Assets

The governmental fund balance sheet includes a reconciliation between total governmental fund
balances and net assets of governmental activities in the government-wide statement of net assets.
This difference primarily results from the long-term economic focus of the statement of net assets
versus the current financial resources focus of the governmental fund balance sheets.
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NOTE 2 - (CONTINUED)

Capital Asset Differences

When capital assets (land, buildings, improvements and equipment) are purchased or
constructed for use in governmental fund activities, the costs of those assets are reported as
expenditures in the governmental funds. However, those costs are reported as capital assets
in the statement of net assets. The details of these differences are presented below:

Land $ 174,000
Buildings and Structures 63,796
Improvements and Infrastructure 823,743
Machinery and Equipment 299,793

Less Accumulated Depreciation (857,092)
Net Capital Asset Difference $ 504,240

Other Long-Term Asset Differences

Property taxes due in November 2006 are reported as deferred revenues in the governmental
fund balance sheet. However, they are reported as current year revenues in the statement of
net assets. The details of these differences are presented below:

Property taxes collectible in November 2006 $ 10,613
Long-Term Liability Differences
Long-Term liabilities are not due and payable in the current period and, therefore, are not
reported in the governmental fund balance sheet. All liabilities (both current and long-term)
are reported in the statement of net assets. The details of these differences are presented
below:

Long-Term Compensated Absences $ (606)

Explanation of certain differences between the Governmental Fund Statement of Revenues,
Expenditures and Changes in Fund Balances and the Government-Wide Statement of Activities

The governmental fund financial statements include a reconciliation between changes in fund
balances in the governmental funds and changes in net assets in the government-wide statement of
activities. This difference primarily results from the long-term economic focus of the statement of
activities versus the current financial resource focus of the governmental fund financial statements.

Capital Outlay and Depreciation Differences

Capital outlays are reported as expenditures in the statement of revenues, expenditures and
changes in fund balances. They are reported as capital assets, with the costs allocated over
the useful lives of the assets, as depreciation, in the statement of activities. The details of
these differences are reported below:

Capital Outlay $ 84,475

Depreciation Expense (69.821)

Net Difference $_ 14654
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NOTE 2 - (CONTINUED)

Other Revenue and Expense Differences

The change in long-term compensated absences is not reported in the statement of revenues,
expenditures and changes in fund balance. The change is reported in the statement of
activities. The details of this difference are reported below:

Change in Long-Term Compensated Absences $ (470)

NOTE 3 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information

Prior to the first regularly scheduled meeting of the Town Council in May, the Mayor submits to the
Town Council a proposed operating budget for the fiscal year commencing the following July 1. The
operating budget includes proposed expenditures and proposed sources of revenues.

Between May 1 and June 22, the Town Council reviews and adjusts the proposed budget. On or
before June 22, a public hearing is held and the budget is legally adopted through passage of a
resolution, unless a property tax increase is proposed. If a property tax increase is proposed, a
hearing must be held on or before August 17, which does not conflict with other taxing entities that
have proposed a property tax increase. At this time the final balanced budget is adopted.

Under Utah State law, the Town’s budget establishes maximum legal authorization for expenditures
during the fiscal year. Expenditures are not to exceed the budgeted amounts, including revisions,
except as allowed by the code for certain events.

The Mayor, in conjunction with the appropriate department head, has the authority to transfer budget
appropriations within and between any divisions of any budgetary fund. The Town Council has the
authority to transfer budget appropriations between individual budgetary funds by resolution.

Apublic hearing must be held to increase the total appropriations of any one governmental fund type;
however, after the original public hearing, operating and capital budgets of proprietary fund types may
be increased by resolution without an additional hearing.

The annual budget for the general fund was legally adopted by the Town and is prepared on the
modified-accrual method of accounting.

Although Utah State law requires the initial preparation of budgets for all Town funds (both
governmental and proprietary), it only requires the reporting of comparisons of actual results to
budgets for the general fund and any major special revenue funds.

Tax Revenues

Property taxes are collected by the County Treasurer and remitted to the Town in two to three
installments in November, December, and a final settiement in the first quarter of the calendar year.
Taxes are levied and are due and payable on November 1% and are delinquent after November 30" of
each year, at which time they become liens if not paid. An accrual of uncollected current and prior
year’s property taxes beyond that which was received within 60 days after the fiscal year end has not
been made, as the amounts are not deemed to be material.
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NOTE 3 - (CONTINUED)

Sales taxes are collected by the Utah State Tax Commission and remitted to the Town monthly. An
accrual has been made for all taxes received by the State for the period ended June 30" and thus due
and payable to the Town.

Franchise taxes are charged to various utility companies doing business with the Town including
telephone and electric utility companies. The fees are remitted on a monthly, quarterly, or annual
basis. An accrual has been made for all fees due and payable to the Town at June 30",

NOTE 4 - DEPOSITS AND INVESTMENTS

The Town maintains a cash and investment pool that is available for use by all funds. Cash includes
amounts in demand deposits as well as time deposits. Investments are stated at cost or amortized
cost, which approximates fair value. Each fund’s portion of this pool is displayed on the combined
balance sheet as “Cash and Cash Equivalents” which also includes cash accounts that are separately
held by several of the Town's funds. Deposits are not collateralized nor are they required to be by
State statute.

Deposits and investments for Towns are governed by the Utah Money Management Act (Utah Code
Annotated, Title 51, Chapter 7) (The Act) and by rules of the Utah Money Management Council (The
Council). Following are discussions of the Town’s exposure to various risks related to its cash
management activities.

Custodial Credit Risk

Deposits. Custodial credit risk for deposits is the risk that in the event of a bank failure, the Town’s
deposits may not be recovered. The Town'’s policy for managing custodial credit risk is to adhere to
the Money Management Act. The Act requires all deposits of the Town to be in a qualified depository,
defined as any financial institution whose deposits are insured by an agency of the federal
government and which has been certified by the Commissioner of Financial Institutions as meeting
the requirements of the Act and adhering to the rules of the Utah Money Management Council. As of
June 30, 2006, none of the Town’s bank balances of $52,702 were uninsured and uncollateralized.

Credit Risk

Credit risk is the risk that the counterparty to an investment will not fulfill its obligations. The Town’s
policy for limiting the credit risk of investments is to comply with the Money Management Act. The
Act requires investment transactions to be conducted only through qualified depositories, certified
dealers, or directly with issuers of the investment securities. Permitted investments include deposits
of qualified depositories; repurchase agreements; commercial paper that is classified as “first-tier”
by two nationally recognized statistical rating organizations, one of which must be Moody’s Investor
Services or Standard & Poors; bankers acceptances; obligations of the U.S. Treasury and U.S.
government sponsored enterprises; bonds and notes of political subdivisions of the State of Utah;
fixed rate corporate obligations and variable rate securities rated “A” or higher by two nationally
recognized statistical rating organizations as defined in the Act.

The Town government is authorized to invest in the Utah Public Treasurer’s Investment Fund(PTIF),
an external pooled investment fund managed by the Utah State Treasurer and subjected to the Act
and Council requirements. The PTIF is not registered with the SEC as an investment company, and
deposits in the PTIF are not insured or otherwise guaranteed by the State of Utah. The PTIF operates
and reports to participants on an amortized cost basis. The income, gains, and losses net of
administration fees, of the PTIF are allocated based upon the participants’ average daily balances.
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NOTE 4 - (CONTINUED)

The following are the Town’s investments at June 30, 2006:

Investment Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah
Public Treasurer’s
Investment Fund
(PTIF) $ 329,601 $ 329,601 $ $ $

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the
fair value of an investment. The Town manages its exposure to declines in fair value by investment
mainly in the PTIF and by adhering to the Money Management Act. The Act requires that the
remaining term to maturity of investments may not exceed the period of availability of the funds to
be invested. The act further limits the remaining term to maturity of commercial paper to 270 days
or less and fixed rate negotiable deposits and corporate obligations to 365 days or less. Maturities
of the Town’s investments are noted above.

The deposits and investments described above are included on the statement of net assets as per the
following reconciliation:

Deposits $ 68,652
Investments 329,601
Total $ 398,253
Cash and Cash Equivalents $ 353,750

Restricted Cash and Cash Equivalents 44,503

Total $ 398,253

NOTE 5 - RECEIVABLES

Property taxes are levied on January 1 of 2006, are due in Novem ber of 2006, and are budgeted for the
2006 fiscal year. Even though they are not intended to fund the 2006 fiscal year, they must be
recognized as an asset because the Town has an enforceable claim to the revenue. The property
taxes that have been remitted to the Town within 60 days of the end of the current fiscal period have
been recognized as revenue. The uncollected, measurable amounts have been accrued as deferred

revenue.

Franchise taxes, licenses and interest associated with the current fiscal period are all considered to
be susceptible to accrual and have been recognized as revenues of the current fiscal period. All other
items are considered to be measurable and available only when cash is received by the Town.
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NOTE 5 - (CONTINUED)

The following is a summary of receivables at June 30, 2006:

Accounts Receivable
Property Taxes Receivable
Class C Road Receivable

Total

NOTE 6 - CAPITAL ASSETS

Governmental Business-type
Activities Activities Total
$ 3,735 $ 17,586 $ 21,321
15,096 - 15,096
9,028 - 9,028
$_ 27,859 $__17.586 $ 45445

The following schedule presents the governmental capital activity for the year ended June 30, 2006:

Governmental Activities

Capital Assets not being Depreciated
Land

Capital Assets being Depreciated
Buildings and Structures
Improvements and Infrastructure
Machinery and Equipment

Total
Less Accumulated Depreciation

Governmental Activities
Capital Assets, Net

Balance
$ 174,000
57,796
763,069
287,792

1,282,657

{793,071)

$__ 489,586

Beginning Ending
Increases Decreases Balance
$ - $ - $ 174,000
6,000 - 63,796
60,674 - 823,743
17,801 (5,800) 299,793
84,475 (5,800) 1,361,332
(69,821) 5,800 (857,092)
$_14654 $ - $_ 504,240

The following schedule presents the business-type capital activity for the year ended June 30, 2006:

Business-type Activities
Capital Assets not being Depreciated

Land

Capital Assets being Depreciated
Improvements and Infrastructure
Machinery and Equipment

Total

Less Accumulated
Depreciation

Business-type Activities
Capital Assets, Net

Beginning Ending
Balance Increases Decreases Balance
$ 206,000 $ - $ - $ 206,000
1,854,258 71,333 - 1,925,591
46,438 4,895 - 51,333
2,106,696 76,228 - 2,182,924
(1,157,302) (47,865) - (1,205,167)
$__949.394 $ 28363 $ - $_ 977,757
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NOTE 6 - (CONTINUED)

Depreciation was charged to the functions/programs of the primary government as follows:

Government Activities

General Government $ 6,994
Public Safety 9,939
Streets 51,332
Parks and Recreation 1,557
Total Depreciation Expense-Governmental Activities $ 69,822

Business-type Activities

Water $ 24,482
Sewer ' 23,384
Total Depreciation Expense-Business-type Activities $_ 47,866

NOTE 7 - RESERVED FUND EQUITY

The Class “C” Roads allotment from the state excise tax is reserved for construction and maintenance
of Town streets and roads. In addition, funds have been designated for various departments.

NOTE 8 - RETIREMENT PLANS

Plan Description
Hinckley Town contributes to the Local Governmental Noncontributory Retirement System cost-

sharing multiple-employer defined benefit pension plan administered by the Utah Retirement Systems
(Systems). The Systems provide retirement benefits, annual cost of living adjustments, death benefits
and refunds to plan members and beneficiaries in accordance with retirement statutes established

and amended by the State Legislature.

The Systems are established and governed by the respective sections of Chapter 49 of the Utah Code
Annotated 1953 as amended. The Utah Retirement Office Act in Chapter 49 provides for the
administration of the Utah Retirement Systems and Plans under the direction of the Utah State
Retirement Board (Board) whose members are appointed by the Governor. The Systems issue a
publicly available financial report that includes financial statements and required supplementary
information for the Systems and plans. A copy of the report may be obtained by writing to the Utah
Retirement Systems 540 East 200 South, Salt Lake City, UT 84102 or by calling 1-800-365-8772.

Funding Policy
In the Local Governmental division, Noncontributory Retirement System, Hinckley Town is required

to contribute 11.09% of plan members' annual covered salary. The contribution rates are the
actuarially determined rates. The contribution requirements of the Systems are authorized by statute
and specified by the Board.

Hinckley Town contributions to the Noncontributory Retirement System for June 30, 2006, 2005 and
2004 were $3,345, $2,445 and $2,701 respectively. The contributions were equal to the required

contributions for each year.
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NOTE 9 - RISK MANAGEMENT

Hinckley Town is exposed to various risks of losses related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The Town
is unable to obtain insurance to cover these risks at a cost it considers economically justifiable. The
Town joined together with other governments in the State of Utah to form the Utah Local
Governments Trust (ULGT), a public entity risk pool currently operating as a common risk
management and insurance program for Utah State governments. The Town pays an annual premium
to ULGT for its insurance coverage. Settled claims from all risk types have not exceeded coverage
in any of the past three fiscal years.

NOTE 10 - SUBSEQUENT EVENTS

The Town will obtain an interest-free loan for $975,000 from the State Community Impact Board in late
2006 or early 2007 for the purposes of drilling a new well and installing an arsenic filtration system.
In anticipation of the additional debt service costs the Town will face in the future, the water rates
were raised in August 2006.
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STATE LEGAL COMPLIANCE REPORT




GREG OGDEN, CPA
1761 EAST 850 SOUTH
SPRINGVILLE, UT 84663
(801)489-8408

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT ON STATE LEGAL COMPLIANCE

September 12, 2006

The Honorable Mayor
Members of the Town Council
Town of Hinckley, Utah

Council Members:

| have audited the accompanying financial statements of the governmental activities, the business-
type activities and each major fund of the Town of Hinckley, Utah, for the year ended June 30, 2006,
which coliectively comprise the basic financial statements and have issued my report thereon dated
September 12, 2006. As part of my audit, | have audited the Town of Hinckley's compliance with the
requirements governing types of services allowed or unallowed; eligibility; matching, level of effort,
or earmarking; special tests and provisions applicable to each of its major State assistance programs
as required by the State of Utah Legal Compliance Audit Guide for the year ended June 30, 2006. The
Town received the following major State assistance programs from the State of Utah:

"C" Road Funds (Department of Transportation)
Liquor Law Enforcement (State Tax Commission)

My audit also included testwork on the Town's compliance with the following general compliance
requirements identified in the State of Utah Compliance Audit Guide, including:

Public Debt Class C Road Funds

Cash Management Other General Issues

Purchasing Requirements Uniform Building Code Standards
Budgetary Compliance Liquor Law Enforcement

Truth in Taxation and Property Justice Court

Tax Limitations

The management of the Town of Hinckley is responsible for the Town's compliance with all
compliance requirements identified above. My responsibility is to express an opinion on compliance
with those requirements based on my audit.

| conducted my audit in accordance with auditing standards generally accepted in the United States
of America and Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that | plan and perform the audit to obtain reasonable assurance
about whether material noncompliance with the requirements referred to above occurred. An audit
includes examining, on a test basis, evidence about the Town's compliance with those requirements.
| believe that my audit provides a reasonable basis for my opinion.
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The results of my audit procedures disclosed no instances of noncompliance with the requirements
referred to above.

In my opinion, the Town of Hinckley, Utah, complied, in all material respects, with the general
compliance requirements identified above and the requirements governing types of services allowed

or unallowed; eligibility; matching, level of effort, or earmarking; reporting; and special tests and
provisions that are applicable to each of its major State assistance programs for the year ended June

Lol Coh

Certified Public Accountant
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GREG OGDEN, CPA
1761 EAST 850 SOUTH
SPRINGVILLE, UT 84663
(801)489-8408

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

September 12, 2006

Honorable Mayor
Members of the Town Council
Town of Hinckley, Utah

Council Members:

| have audited the accompanying financial statements of the governmental activities, the business-
type activities and each major fund of the Town of Hinckley, Utah, as of and for the year ended June
30, 2006, which collectively comprise the basic financial statements and have issued my report
thereon dated September 12, 2006. | conducted my audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing my audit, | considered the Town of Hinckley, Utah's control over financial

reporting in order to determine my auditing procedures for the purpose of expressing my opinions
on the financial statements and not to provide assurance on the internal control over financial
reporting. My consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be material weaknesses. A material weakness
is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or
fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. | noted no matters involving the internal control over financial reporting and
its operation that | consider to be material weaknesses. However, | noted other matters involving
internal control over financial reporting that | have reported to management in a separate letter dated
September 12, 2006. ‘

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Town of Hinckley, Utah's financial

statements are free of material misstatements, | performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of my audit and,
accordingly, | do not express such an opinion. The results of my tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.
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This report is intended solely for the information of the audit committee, the Town's management,
others within the organization, and the Town Council and is not intended to be and should not be

used by anyone other than these specified parties.
: e

Greg
Certified Public Accountant
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GREG OGDEN, CPA
1761 EAST 850 SOUTH
SPRINGVILLE, UT 84663
(801)489-8408

MEMBER OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

September 12, 2006

The Honorable Mayor
Members of the Town Council
Town of Hinckley, Utah

Council Members:

The primary purpose of my audit of the basic financial statements of Hinckley Town, Utah for the
year ended June 30, 2006, was to enable me to form an opinion as to the financial position of the
Town at that date and the results of its operations for the year then ended. Part of my continuing
professional responsibility to my clients is to offer constructive suggestions relative to the Town’s
internal control structure and other matters that come to my attention during my audit of your
financial statements. Your internal control structure is extremely important because it is the
principal safeguard against irregularities which an audit may not disclose.

Enclosed for your information and consideration are my comments and suggestions relating to
internal accounting controls and other general matters which came to my attention during my audit
of the financial statements. | have not performed any auditing procedures beyond the date of my
opinion on the financial statements; accordingly, this letter is based on my knowledge as of that
date and should be read with that understanding.

In those instances where the need for improvement of internal accounting controls may be
indicated, | have satisfied myself by extension of audit tests and review that the indicated
weaknesses have not had a significant effect upon the financial statements for the year ended
June 30, 2006. Since the purpose of my audit was not to make an intensive study of the matters
commented upon, additional investigation may be required before acting on my suggestions.

My suggestions deal exclusively with operational, accounting, and recordkeeping systems and
procedures, and should not be regarded as a reflection on the integrity or capabilities of anyone
in your organization.

| appreciate the cooperation and assistance | have received from the Town's personnel in
connection with my audit and in developing these recommendations.

This report is intended solely for the use of the mahagement of Hinckley Town. However, this
report is a matter of public record and its distribution is not limited.

| would be pleased to discuss any of these matters with you and your representatives at your
convenience and, if desired, to assist you in implementing any of these suggestions.

@ﬁ CPA

Greg Oggden,
Certified Public Accountant
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

INTERNAL CONTROL FINDINGS

FINDING - UTILITY CASH CLEARING ACCOUNT IS OUT OF BALANCE EACH MONTH

The software used by the Town provides an account which is designed to ensure that the utility
billing and collections balance each month. The balance of this account should be zero each
month. During the fiscal year, the account was out of balance each month.

RECOMMENDATION

| recommend working with your software provider to determine the reason for this account not
balancing.

RESPONSE - HINCKLEY TOWN

We are working with Caselle to resolve prior differences and to ensure there are not future
differences.



